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2GENERAL ACCOUNTING OFFICE
Banks should be required to undergo an annual independent audit and provide Federal
regulators with management and auditor reports on internal controls and on
compliance with laws and regulations as a condition for Federal deposit insurance
the GAO said in a recently released report. The recommendations were made to 
Congress in a report entitled "Bank Failures: Independent Audits Needed to 
Strengthen Internal Control and Bank Management." The report presents the 
results of the GAO's review of regulatory and examination documents related to 
the 184 insured banks which failed in 1987. In his letter transmitting the 
report to Congress, Comptroller General Charles A. Bowsher said, "Serious 
internal control weaknesses contributed significantly to virtually all these bank 
failures. We believe legislative actions are needed to address the serious 
internal control weaknesses cited by Federal regulators, thereby aiding in the 
prompt detection and correction of such weaknesses as well as reducing banks' 
vulnerability to fraud, insider abuse, and environmental factors." The GAO 
report stated that of the internal control weaknesses identified by Federal 
regulators, those which contributed most significantly to the 184 bank failures 
were "inadequate or imprudent loan policies and procedures (79 percent), 
inadequate supervision by the bank's board of directors (49 percent), weak loan 
administration (42 percent), and poor loan documentation and inadequate credit 
analysis (41 percent)." Copies of the report, GAO/AFMD-89-25, are available by 
writing the GAO at P.0. Box 6015, Gaithersburg, MD 20877 or by calling 
202/275-6241.
SECURITIES AND EXCHANGE COMMISSION
A staff recommendation that the SEC submit to Congress a legislative proposal that
would establish a self-regulatory organization (SRO) for investment advisers was
approved by the Commission 6/9/89. The legislative proposal, as discussed by the 
Commission, would include the following provisions: 1) Authorize the creation of 
one or more SROs for investment advisers under the Investment Advisers Act; 2) 
Grant oversight of the SROs to the SEC; 3) Require all registered investment 
advisers to become members of the SRO; and 4) Require that the legislation become 
effective two years from the date of enactment. Kathryn B. McGrath, director of 
SEC's Division of Investment Management, said all persons registered as 
investment advisers or who are required to register with the SEC and most 
financial planners would be subject to the registration requirements. However, 
she specifically noted that some accountants who perform financial planning 
services would not have to register with the SEC under this proposal if they do 
not provide securities advice for a fee. The Commission also discussed the 
possibility of adding language to the proposal which would exempt certain 
investment advisers with a small operation in only one state. Ms. McGrath said 
that organizations which have expressed an interest in becoming an SRO for 
investment advisers are the National Association of Securities Dealers, the 
International Association of Financial Planners, and the Investment Council 
Association of America. SEC Chairman David S. Ruder said such legislation is 
necessary because of the increased growth of the investment adviser industry in 
the past 10 years and the SEC's inability to provide the proper oversight. He 
said he considers the proposal a starting point and would welcome comments and 
suggestions about the proposal when it has been introduced in the Congress.
SMALL BUSINESS ADMINISTRATION
Business loans for 8(a) program participants are the subject of a proposed rule
issued by the SBA (see the 6/13/89 Wash. Rpt.). The proposed rule would 
implement section 302 of P.L. 100-656 which provides a statutory basis for a 
program of direct, guaranteed and immediate participation financial assistance
3for small businesses participating in SBA's section 8(a) program, and presently 
eligible to receive contracts under that program, the SBA said. The assistance 
is to be available on much the same terms as SBA's other financial assistance is 
made available to small businesses. However, SBA said, "it is 
acknowledged... that to the extent possible, without compromising the integrity of 
the program, criteria applied to this special loan program will recognize the 
economically disadvantaged nature of the applicants." SBA will guaranty no less 
than 90 percent of the principal balance at the time the loan is made of loans of 
a principal amount of less than $155,000 and no less than 85 percent of loans of 
a principal amount of $155,000 or more. The rate of interest on such loans will 
be calculated in the same way interest is calculated for SBA guaranteed business 
loans for small businesses. Comments must be submitted on or before 8/14/89. 
For further information after reading the proposed rule, contact Allan S. Mandel 
at the SBA at 202/653-6696.
TREASURY, DEPARTMENT OF
If a regulated investment company has two or more classes of stock and it designates
the dividends that it pays on one class as consisting of more than that class'
proportionate share of a particular type of income, the designations are not
effective for Federal tax purposes to the extent that they exceed the class'
proportionate share of that type of income, the IRS has ruled in Revenue Ruling 
89-81. The new ruling modifies Revenue Rulings 70-597 and 74-177, to the extent 
that they hold that non-proportionate designations are effective for Federal tax 
purposes. The IRS said it has "reconsidered these rulings and has determined 
that, to the extent that they approve non-proportionate designations of 
particular types of income, they do not represent proper interpretations of the 
law." These rulings were "inconsistent with the purposes underlying sections 851 
through 855" of the Internal Revenue Code, the Service said. Revenue Ruling 
89-81 is scheduled to be published in Internal Revenue Bulletin 1989-26, dated 
6/26/89.
New rules for information reporting by real estate mortgage investment conduits
(REMICs) and other issuers of collateralized debt obligations will be issued
soon, the IRS announced in Notice 89-72. The new rules will replace temporary 
rules published in the 3/9/88 Federal Register (see the 3/14/89 Wash. Rpt.). The 
IRS said the new rules "will ensure that both the Service and investors will 
receive timely and accurate tax information." The new regulations will differ 
from the existing temporary regulations in two important ways, according to the 
IRS. First, the new rules will contain information reporting rules not only for 
REMIC regular interests, but also for other collateralized debt obligations. 
Second, the new rules will generally eliminate the chain of reporting by 
requiring only the nominee who holds an interest for the actual owner to report 
tax information to the investor and to IRS. A REMIC or other issuer of 
collateralized debt obligations that is in existence on 7/1/89 will be required 
to file new Form 8811, Information Return for Real Estate Mortgage Investment 
Conduits and Issuers of Collateralized Debt Obligations, by 7/31/89. Other 
issuers that have issued collateralized debt obligations on or before 7/1/89 must 
also file Form 8811 by 7/31/89. Notice 89-72 is scheduled to be published in 
Internal Revenue Bulletin 1989-26, dated 6/26/89. For further information after 
reading the notice, call Thomas J. Lyden at the IRS at 202/566-3287.
A cut-off date of 10/31/89 has been announced for adoption by sponsoring
organizations of the model cash or deferred arrangement (CODA) set forth in
Notice 87-34. the IRS said in Notice 89-68. (Notice 87-34 provides a model CODA 
to be attached as an amendment to an existing master or prototype profit-sharing
4to allow sponsoring organizations more flexibility in the options they can offer 
adopting employers.) Notice 89-68 also provides additional options to sponsoring 
organizations who have already adopted, or will adopt, such model amendments. 
The model CODA program is being discontinued, the IRS said, because of the 
issuance of regulations under section 401(k) and (m) of the Internal Revenue Code 
and because sponsoring organizations must revise their underlying plans to 
reflect the changes made by the Tax Reform Act of 1986 (TRA '86). The Service 
said plans submitted pursuant to Revenue Procedure 89-9 will no longer be given 
any special priority or reliance because the plan includes language identical to 
the model CODA. (Revenue Procedure 89-9 provides for the opening of the master 
and prototype program with respect to the changes made by TRA * 86 and other 
provisions of law effective at the same time as the TRA *86 changes.) Sponsoring 
organizations may, however, continue to use the language of the model as the 
basis for plan language. The IRS also said that sponsoring organizations may 
continue to apply for opinion letters with respect to the model CODA until they 
receive an opinion letter on a replacement plan submitted pursuant to Revenue 
Procedure 89-9; however, in no case will any application for an opinion letter on 
the model CODA be accepted after 10/31/89. Sponsoring organizations with opinion 
letters on the model CODA may continue to market such CODAs until the IRS acts on 
an opinion-letter request for a replacement plan, provided such replacement plan 
is submitted prior to 11/1/89, the IRS said. Notice 89-68 is scheduled to be 
published in Internal Revenue Bulletin 1989-26, dated 6/26/89.
SPECIAL; CIVIL TAX PENALTY MEASURE APPROVED BY HOUSE WAYS AND MEANS SUBCOMMITTEE
Legislation which would reform the civil tax penalty system was approved by the
House Ways and Means Oversight Subcommittee on 6/13/89 . During the markup, the 
Subcommittee approved three substantive and several technical amendments. The 
three substantive amendments relate to foreign tax provisions, information 
reporting penalties, and the penalty on employers who fail to make timely 
deposits of payroll taxes. The measure, H.R. 2528, was introduced on 6/1/89 by 
Rep. J.J. Pickle, the chairman of the Oversight Subcommittee (see the 6/5/89 
Wash. Rpt.), and the AICPA testified in support of the bill at the Oversight 
Subcommittee's 6/6/89 hearing (see the 6/12/89 Wash. Rpt.). The Ways and Means 
Committee is expected to begin markup of tax legislation the week of 6/19/89 and 
to incorporate H.R. 2528 into that tax bill.
SPECIAL: HOUSE JUDICIARY SUBCOMMITTEE HOLDS SECOND RICO HEARING
The second in a series of hearings on H.R. 1046, the RICO Reform Act of 1989, by
the House Judiciary Subcommittee on Crime was held on 6/15/89. H.R. 1046 was 
introduced 2/22/89 by Rep. Rick Boucher (D-VA) and would revise the Racketeer 
Influenced and Corrupt Organizations Act (RICO) (see the 2/27/89 Wash. Rpt.). 
Witnesses at the hearing included representatives of the Business Coalition on 
RICO Reform, AFL-CIO, American Civil Liberties Union, Securities Investor 
Protection Corporation, Public Citizen Congress Watch, American Bar Association, 
and American Life League, Inc. At the hearing, Subcommittee Chairman William J. 
Hughes (D-NJ) said that the witnesses represented well respected organizations 
with conflicting views on H.R. 1046. He said, "...I believe the efforts over the 
last two Congresses that have gone into developing this legislation are 
appropriate and necessary for such a major endeavor. There are others, however, 
that in good faith will disagree and say that H.R. 1046 will 'gut' a valuable 
consumer protection statute...H.R. 1046 is a good starting point for our work...I 
am confident that this Subcommittee.. .will make its own independent judgement on 
the issues and develop a balanced bill that we can support and justify throughout 
the legislative process.” Additional hearings by the Subcommittee are expected.
5SPECIAL: AICPA ENDORSES CHAIRMAN BENTSEN'S SECTION 89 BILL
Legislation to simplify section 89, which was introduced by Sen. Lloyd Bentsen
(D-TX), chairman of the Senate Finance Committee, received the endorsement of the
AICPA. The measure, S. 1129, was introduced 6/6/89 (see the 6/12/89 Wash. Rpt.) 
and marked up by the Finance Committee on 6/13/89. In a 6/12/89 letter to 
Chairman Bentsen signed by AICPA Vice President for Taxation Donald H. Skadden, 
the AICPA said it is "pleased to support and endorse S. 1129...We congratulate 
you and your colleagues on developing a legislative alternative which will 
provide realistic and workable solutions to nearly all the problems of the 
current law. A significant concern to tax practitioners and businesses was the 
cost of compliance. We are pleased that your legislation saves compliance 
dollars by focusing on plan availability rather than coverage." The letter also 
noted that the Institute has "one very important concern with respect to S. 
1129," which is the treatment of cafeteria plans. The letter continued, "As we 
said in our testimony before your committee last month, we believe that employers 
and employees are better served if cafeteria plans are encouraged and believe 
that such plans should be omitted from section 89 and tested separately under 
section 125. If this is not feasible, we have several recommendations for 
changes in the S. 1129 treatment of cafeteria plans."
6For further information contact Shirley Twillman at 202/737-6600
AICPA Washington Report
American Institute of Certified Public Accountants
1455 Pennsylvania Ave., NW, Washington, D.C. 20004-1007
FIRST CLASS MAIL
